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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  fmancial-compliance  audit  report  for  the  Office  of  Public  Instructions  fmancial 
activity  for  the  two  fiscal  years  ended  June  30,  1998.  Our  report  contains  five 
recommendations  related  to  out-of-coimty  tuition,  distnbution  of  tunber  harvest  funds, 
administration  of  vocational  student  organization  funds,  cash  management,  compliance  with 
federal  records  retention  requirements,  and  recordmg  fmancial  information  on  the  state's 
accountmg  records.  The  office "s  written  response  to  the  audit  recommendations  is  included 
m  the  back  of  the  report. 

We  thank  the  Superintendent  and  her  staff  for  their  assistance  and  cooperation  during  the 
audit. 


Respectfully  submitted. 


icott  A.  Seacat 
Legislative  Auditor 
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Office  of  Public  Instruction 


This  financial-compliance  audit  report  contains  the  results  of  our  audit 
of  the  Office  of  Public  Instruction  for  the  two  fiscal  years  ended 
June  30,  1998.  We  issued  an  unqualified  opinion  on  the  financial 
schedules  of  the  office  for  fiscal  years  1996-97  and  1997-98.  This 
means  the  reader  can  rely  on  the  information  presented  and  the 
supporting  accounting  records.  The  report  includes  seven 
recommendations  to  improve  Office  of  Public  Instruction  (office) 
compliance  with  state  law  and  federal  regulations. 


The  prior  audit  contained  nine  recommendations  to  the  office.  The 
office  implemented  six  of  the  recommendations,  did  not  implement  one, 
and  two  were  no  longer  applicable.  The  recommendation  not 
implemented  is  discussed  in  Recommendation  #  1  of  this  report. 

The  listing  below  summarizes  the  recommendations  contained  in  this 
report  and  the  office's  response. 


Recommendation  #  1 


We  recommend  the  office: 

A.  Work  with  Department  of  Administration  to  ensure 
vocational  student  organization  fmancial  activity  is 
properly  classified  on  the  state's  accounting  records. 


Agency  Response:  Concur.  See  page  B-3. 

B.    Ensure  the  activity'  is  placed  within  the  office's  accountmt 
and  administrative  control  structure. 

Agency  Response:  Concur.  See  page  B-3. 


C.   Ensure  the  DECA,  BPA.  and  VICA  accounts  are  in  the 
custody  of  the  appropriate  entity 
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Agency  Response:  Concur.  See  page  B-3. 


Recommendation  #2 


We  recommend  the  office: 

A.   Establish  procedures  to  draw  funds  as  often  as  allowed 
by  the  state's  CMIA  agreement. 


Page  V 


Report  Summary 


Recommendation  #3 


Recommendation  #4 


Recommendation  #5 


Agency  Response:  Concur.  See  page  B-4. 

B.   Work  with  CHE  to  minimize  the  time  elapsing  between 

the  disbursement  and  deposit  of  Perkins  funds Page  12 

Agency  Response:  Concur.  See  page  B-4. 

We  recommend  the  office  seek  legislation  to  ensure 

equitable  payment  of  tuition  for  students  attending  school 

outside  of  the  district  in  which  they  reside Page  13 

Agency  Response:  No  response.  See  page  B-4. 

We  recommend  the  office  establish  procedures  to  ensure 
Agency  Fund  activity  is  properly  recorded  on  the  state's 
accounting  records Page  16 

Agency  Response:  Partially  Concur.  See  page  B-4. 

We  recommend  the  office  establish  procedures  to  ensure 

compliance  with  applicable  records  retention  requirements.    .  .  .  Page  17 

Agency  Response:  Concur.  See  page  B-5. 
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Introduction 


We  performed  a  financial-compliance  audit  of  the  Office  of  Public 
Instruction  (office)  for  the  two  fiscal  years  ended  June  30,  1998.  The 
objectives  of  the  audit  were  to; 


1 .  Determine  if  the  office  complied  with  applicable  laws  and 
regulations. 

2.  Make  recommendations  for  improvement  in  the  office's  internal 
and  management  controls. 

3.  Determine  if  the  office's  fmancial  schedules  present  fairly  the 
results  of  its  operations  for  the  two  fiscal  years  ended  June  30, 
1998. 

4.  Determine  the  implementation  status  of  the  prior  audit 
recommendations . 

This  report  contains  five  recommendations  to  the  office.  Other  areas  of 
concern  deemed  not  to  have  a  significant  effect  on  the  successful 
operations  of  the  office  are  not  included  in  this  report,  but  have  been 
communicated  to  management.  In  accordance  with  section  5-13-307, 
MCA,  we  analyzed  and  disclosed  the  costs,  if  significant,  of 
implementing  the  recommendations  made  in  this  report. 

We  performed  procedures  to  evaluate  charges  for  services  for  costs 
incurred  in  the  office  "s  Internal  Service  Funds  as  required  by  section 
17-8-101(6),  MCA,  and  found  the  charges  and  fimd  equity  to  be 
reasonable  for  the  operations  in  these  fimds. 


Department  Organization 
and  Function 


The  office  of  Superintendent  of  Public  Instruction  is  established  in 
Article  VI,  Section  1,  of  the  Montana  Constitution.  The  Superintendent 
of  Public  Instruction  is  an  elected  official  responsible  for  the  general 
supervision  of  K- 1 2  public  schools  and  districts  within  the  state  of 
Montana.  In  addition,  the  supenntendent  is  the  governing  agent  and 
executive  officer  for  K-12  vocational  education  in  the  state. 


The  office,  which  is  comprised  of  approximately  130  full-time 
equivalent  employees,  provides  services  to  school-age  children  and  to 
teachers  in  more  than  460  school  districts.  The  staff  furnishes  technical 
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assistance  in  planning,  implementing,  and  evaluating  educational 
programs.  The  office  also  oversees  teacher  preparation,  teacher 
certification,  school  accreditation,  school  curriculum,  school  finance, 
and  school  law.  The  staff  administers  numerous  federal  fmancial 
assistance  programs  and  provides  a  variety  of  information  services. 

The  office  records  its  fmancial  activity  in  the  OPI  Administration  and 
Distribution  to  Public  Schools  programs.  The  following  paragraphs 
describe  the  activities  accounted  for  m  each  program. 


OPI  Administration 


The  OPI  Administration  program  coordinates  delivery  of  state  services 
and  state  and  federal  fimds  to  schools.  The  staff  of  this  program 
supports  the  superintendent's  statutorv'  role  with  the  Board  of  Public 
Education,  the  Board  of  Regents,  and  the  Land  Board.  In  addition,  this 
program  administers  several  state  programs,  such  as  state  vocational 
education,  gifted  and  talented,  adult  basic  education,  drivers'  education 
and  audiolog}'. 


OPI  Administration  oversees  the  fmancial  reporting,  cash  management 
and  cost  allocation  fimctions  for  federal  assistance  programs  for  the 
office.  These  include  Title  1 .  School  Foods  and  Commodities, 
Vocational  Education  (Carl  Perkins)  and  the  Individuals  with 
Disabilities  Education  Act,  Part  B  (IDEA  B)  programs.  The  program 
allocates  centralized  administrative  costs  of  the  office,  such  as  payroll, 
personnel,  accounting,  budgeting,  purchasing,  word  processing,  and 
mail  delivery'  to  both  state  and  federal  activities  through  the  use  of  an 
approved  indirect  cost  rate. 

To  facilitate  financial  reporting  and  communication,  OPI  Administration 
operates  Montana  Automated  Education  Financial  and  Information 
Reporting  System  (MAEFAIRS)  and  Montana  Educational 
Telecommunications  Network  (METNET).  MAEFAIRS  is  a  school 
district  electronic  reporting  system.  The  system  allows  the  office  to 
collect  fmancial  and  enrolhnent  data,  process  payments,  and  provide 
accurate  and  timely  reports  to  school  districts,  the  legislature  and  the 
pubHc.  METNET  enables  users  to  share  instructional  materials, 
exchange  ideas,  and  link  to  the  Internet. 
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Distribution  to  Public  The  Distribution  to  Public  Schools  program  records  the  distribution  of 

Schools  Program  state  and  federal  fiinds  to  schools.  Schools  receive  distributions  for 

state  and  count>'  equalization,  special  education,  state  traffic  education, 
and  federal  grants.  Total  distributions  to  schools  from  state  and  federal 
sources  amounted  to  $519,916,593  and  $537,424,41 1  in  fiscal  years 
1996-97  and  1997-98,  respectively.  Of  these  distributions, 
approximately  76  percent  was  for  statutorily-mandated  equalization 
payments,  12  percent  for  various  programs  from  federal  fimds,  and 
12  percent  for  state-supported  programs  such  as  special  education  and 
transportation    Of  the  federal  fmancial  assistance  distributed  to  school 
districts,  approximately  75  percent  came  from  the  Title  1 ,  School 
Lunch,  and  IDEA  B  programs. 
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Prior  Audit  Recommendations 


Prior  Audit  ^  pnvate  CPA  firm,  under  contract  with  our  office,  performed  the  audit 

Recommendations  of  the  office  for  the  two  fiscal  years  ended  June  30,  1996.  The  report 

contauied  nine  recommendations.  We  determmed  six  of  these 
recommendations  were  implemented,  one  was  not  implemented,  and  two 
were  no  longer  applicable.  The  recommendations  which  are  no  longer 
applicable  relate  to  local  adult  education  levies  and  obtainmg  an 
electronic  data  processing  audit  of  MAEFAIRS.  The  recommendation 
not  unplemented  concerns  custodial  cash  accounts  for  Vocational 
Student  Orgamzations.  We  address  this  issue  on  page  seven  of  this 
audit  report. 
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Vocational  Student 
Organizations  and 
Custodial  Cash  Accounts 


Findings  and  Recommendations 

Until  fiscal  year  1997-98,  office  personnel  administered  cash  accounts 
for  the  following  vocational  student  organizations; 

►  Future  Farmers  of  America  (FFA) 

«•  Future  Homemakers  of  America  (FHA/HERO) 

►  Business  Professionals  of  Amenca  (BPA) 

►  Distributive  Education  Clubs  of  America  (DEC  A) 

►  Vocational  Industnal  Clubs  of  America  (VIC  A) 

►  Ford  AAA 


Admimstration  of  each  of  these  accounts  was  assigned  to  a  separate 
employee.  The  prior  audit  contained  a  recommendation  for  office 
accounting  personnel  to  maintam  these  custodial  cash  accounts  under  a 
centralized  control  system.  Office  personnel  concurred  with  the 
recommendation,  but  indicated  the  custodial  cash  accounts  would  either 
be  returned  to  the  vocational  student  orgamzations  or  would  be 
maintained  by  centralized  serv  ices  division  personnel. 

Durmg  the  current  audit,  centralized  services  division  personnel 
mdicated  the  custodial  cash  accounts  were  returned  to  the  vocational 
student  organizations  m  JuK  1997.  Office  personnel  subsequently 
removed  the  accounts  from  the  Statewide  Budgeting  and  Accounting 
System.  We  requested  written  confirmation  from  the  organizations  to 
verify  the  accounts  were  received  intact.  The  BPA,  DECA,  VICA,  and 
Ford  AAA  confirmation  responses  mdicated  the  accounts  were 
transferred  intact.  The  FFA  confirmation  indicated  the  account 
remained  in  the  custody  of  the  FFA  executive  secretary,  an  office 
employee.  The  FHA/HERO  confumation  indicated  custody  of  the 
account  was  transferred  to  a  pri\  ate  company  under  contract  with  the 
office,  but  that  fmal  authorit>-  for  expenditures  and  signature  authonty 
on  the  checks  remained  with  the  FHA  state  adviser,  also  an  office 
employee. 

We  performed  additional  audit  procedures  to  determine  who  is 
responsible  for  mauitainmg  the  FFA  and  FHA/HERO  accounts.  We 
determmed  that  FFA  and  FHA/HERO,  as  well  as  BPA,  DECA,  and 
VICA  are  recognized  by  the  United  States  Department  of  Education  as 
an  integral  part  of  vocational-technical  education  mstructional 
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programs.  The  office  is  responsible  for  providing  a  state  adviser  and 
related  administrative  support  for  each  vocational  student  organization 
in  the  state.  The  office  may  use  Carl  Perkms  (CFDA  #84.048)  funds  to 
assist  and  support  vocational  and  technical  student  orgamzations.  The 
office  charges  a  portion  of  the  FFA  and  FHA/HERO  state  advisor 
salanes  and  related  administrative  costs  to  its  Carl  Perkms  grant. 


Federal  law  established  the  National  FFA  Organization  and  recognized 
FFA  as  an  integral  part  of  the  program  of  vocational  education  for 
agriculture.  Although  not  established  by  law.  the  national  FHA 
organization  is  a  nonprofit  organization  sponsored  in  part  by  the  United 
States  Department  of  Education.  The  constitutions  and  by-laws  for 
these  organizations  delegate  certain  responsibilities  to  the  state  advisers. 
The  FFA  state  adviser  will  be  the  state  Specialist  of  Agricultural 
Education  (an  OPI  employee).  This  individual  is  responsible  for 
assisting  the  FFA  treasurer  with  the  collection  of  dues  and  payment  of 
expenses  and  for  approving  all  disbursements.  The  state  adviser  may 
pay  expenses  for  the  orgamzation.  The  FHA/HERO  state  adviser  must 
act  as  the  administrative  officer  of  the  association.  Either  the  state 
adviser  or  an  individual  designated  by  the  state  adviser  shall  keep  the 
books  for  the  Montana  FHA/HERO.  The  office  has  established  a 
precedent  of  holding  the  state  advisers  and  the  FFA  executive  secretary 
responsible  for  the  fiscal  affairs  of  these  organizations.  The  position 
descnption  for  the  FFA  state  adviser  indicates  this  individual  will 
manage  all  aspects  of  the  Montana  FFA  and  will  supervise  the  executive 
secretary.  The  position  descnption  for  the  executive  secretary-  requires 
the  executive  secretary  to  develop  the  annual  FFA  budget  in  conjunction 
with  the  state  adviser,  treasurer  and  state  convention  delegates.  This 
position  also  acts  as  custodian  for  the  daily  fmancial  operations, 
including  accounting  duties.  The  position  description  for  the  FHA  state 
adviser  indicates  that  this  individual  will  admmister  the  FHA/HERO 
account. 

Based  on  our  review,  we  concluded  the  state  advisers  and  the  executive 
secretary  have  significant  authority'  over  the  administrative  and  financial 
activities  for  these  organizations.  This  authority  is  provided  b>'  the 
vocational  student  organizations  and  has  been  accepted  by  the  office. 
Due  to  this  relationship,  we  believe  the  related  fmancial  activity  should 
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be  considered  state  funds.  Currently,  the  FFA  and  FHA/HERO  funds 
are  held  in  checking  and  savings  accounts  at  local  financial  institutions. 
The  account  balances  for  FFA  at  June  30,  1997  and  1998  were 
$193,951  and  $2 17,046,  respectively.  The  account  balances  for 
FHA/HERO  were  $102,444  and  $82,066  at  June  30,  1997  and  1998, 
respectively.  We  believe  this  activity  should  be  recorded  on  the  state's 
accounting  records  and  be  maintained  under  a  centralized  control 
system.  The  office  should  work  with  the  Department  of  Administration 
to  ensure  these  funds  are  properly  classified  on  the  state's  accounting 
records  and  handled  in  accordance  with  state  law  and  policy. 

As  a  result  of  our  review  of  the  relationship  between  the  office  and  the 
FFA  and  FHA/HERO  organization,  we  question  whether  it  was 
appropriate  for  the  office  to  transfer  custody  of  their  accounts.  DECA, 
VICA,  and  BPA  accounts  are  also  vocational  student  organizations 
recognized  by  the  U.S.  Department  of  Education.  We  believe  the  office 
should  review  the  relationship  it  has  to  the  DECA,  BPA,  and  VICA 
organizations  to  determine  whether  control  of  the  financial  activity  for 
those  organizations  should  have  remained  with  the  office. 

Recommendation  #1 

We  recommend  the  office: 

A.  Work  with  Department  of  Administration  to  ensure  vocational 
student  organization  financial  activity  is  properly  classified  on 
the  state's  accounting  records. 

B.  Ensure  the  activity  is  placed  within  the  office's  accounting  and 
administrative  control  structure. 

C.  Ensure  the  DECA,  BPA,  and  VICA  accounts  are  in  the  custody 
of  the  appropriate  entity. 
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Cash  Management  ^^^  federal  government  established  the  Cash  Management  Improvement 

Act  (CMIA)  in  1990.  The  CMIA  required  the  U.S.  Secretary  of  the 
Treasury  to  enter  into  agreements  with  each  state  to  establish  terms  and 
conditions  for  cash  management  for  certain  federal  grant  programs.  The 
purpose  of  the  CMIA  is  to  achieve  greater  efficiency  and  equity  m  the 
transfer  of  federal  funds  to  state  governments.  Montana's  agreement 
with  the  federal  government  describes,  by  federal  program,  the  method 
the  state  must  use  to  draw  cash  for  each  program  covered  by  the  CMIA 
agreement  and  how  often  the  draws  should  occur.  When  an  agency 
administers  a  grant  outside  of  the  CMIA,  federal  regulations  require  the 
agency  to  either  draw  funds  on  a  reunbursement  basis  or  to  establish 
procedures  to  minimize  the  time  elapsing  between  the  draw  and 
disbursement  of  the  funds. 

We  reviewed  the  fiscal  year  1997-98  cash  draw  activity  for  the 
Individuals  with  Disabilities  Education  Act,  Part  B  (IDEA  B),  National 
School  Lunch,  Title  I,  and  Carl  Perkins  programs.  We  determmed  the 
office  is  not  drawing  funds  as  often  as  allowed  by  federal  regulation, 
resulting  in  lost  interest  earnings  to  the  state.  The  following  paragraphs 
detail  the  results  of  our  review. 


OPI  Cash  Draws  The  office  expended  $8,830,268,  $13,512,453,  and  $26,164,754  in 

benefit  payments  and  administrative  costs  for  the  IDEA  B,  School 
Lunch,  and  Title  1  programs,  respectively,  in  fiscal  year  1997-98.  The 
CMIA  allows  the  office  to  draw  cash  to  cover  benefit  payments  for  these 
programs  so  that  it  is  deposited  four  days  after  the  benefits  are  paid. 
Since  it  takes  one  day  for  the  federal  government  to  transfer  cash  to  the 
State  Treasury,  the  office  may  request  funds  three  days  after  each 
payment  is  made.  The  CMIA  has  additional  requirements  related  to  the 
administrative  costs  for  the  IDEA  B  program.  Funds  for  direct 
administrative  costs,  such  as  payroll,  are  to  be  requested  so  that  they  are 
deposited  every  other  Wednesday.  Indirect  admmistrative  costs  are  to 
be  drawn  monthly,  with  the  office  requesting  funds  on  the  fu^st  Tuesday 
following  month-end. 

We  determined  the  office  generally  draws  cash  at  month  end  for 
disbursements  made  throughout  the  month.  Office  personnel  draw  only 
for  those  payments  made  at  least  three  days  prior  to  the  date  of  the  draw. 
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Office  personnel  use  this  methodolog\-  for  ail  benefit  pavments  and 
direct  and  indirect  administrative  costs.  The  following  table 
summanzes  the  cash  draw  patterns  we  observed  for  fiscal  year  1997-98. 


Table  1 

Cash  Management  Improvement  Act 

Summarv  of  Cash  Draws  for  Benefit  Payments 

Fiscal  Year  1997-98 


Federal  Financial 

Assistance  Program 

IDEAB 

National  School  Lunch 

Title  1 


Days  Between  Disbursement  and  Cash  Draw 
High  Low  Average 

62  2  21 

67  5  20 

16  1  6 


Source:       Compiled  by  the  Legislative  Audit  Division  from  SBAS  and 
office  records. 


We  estimate  General  Fund  lost  interest  eammgs  of  approximately 
$23,700  m  fiscal  year  1997-98  because  the  office  did  not  draw  federal 
cash  as  often  as  allowed  by  the  CMIA. 

Office  personnel  understood  the  CML\  as  requiring  them  to  exclude 
fi-om  their  cash  draw  any  fiands  for  disbursements  made  four  days  prior 
to  the  draw,  hi  addition,  they  were  unaware  that  the  CML\  provided  for 
a  different  treatment  of  administrative  costs.  Office  personnel  stated  the 
method  they  use  is  efficient,  provides  timely  information  to  program 
staff,  and  ensures  the  state  is  never  in  a  situation  of  owing  interest  to  the 
federal  government. 


Carl  Perkins 


The  office  receives  Carl  Perkins  funds  in  the  form  of  a  subgrant  from 
the  Office  of  the  Commissioner  of  Higher  Education  (CHE).  The  office 
expended  $2,799,830  m  direct  benefits  and  admimstrative  costs  in  fiscal 
year  1997-98.  CHE  is  the  primary  recipient  of  Perkins  funds  for  the 
state  of  Montana  and,  as  such,  must  comply  with  the  requirements  of  the 
CMIA.  As  a  subrecipient,  the  office  is  not  required  to  admmister  the 
grant  in  accordance  with  the  CMIA.  However,  federal  regulations  do 
require  the  office  to  substantially  conform  to  the  same  standards  of 
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timing  and  amount  as  apply  to  CHE.  Using  the  CMIA  as  a  standard,  the 
office  may  request  funds  so  that  deposit  occurs  four  days  after  a 
disbursement  is  made.  Based  on  our  review  of  the  accounting  records, 
OPI  requested  funds  on  an  average  of  22  days  after  disbursements  were 
made.  The  actual  days  difference  between  disbursement  and  request  for 
reimbursement  ranged  between  2  and  43  days.  As  a  result  of  not 
requesting  ftmds  from  CHE  as  often  as  allowed,  we  estimate  the  General 
Fund  lost  interest  earnings  of  approximately  $5,900  in  fiscal  year 
1997-98. 

Recommendation  #2 
We  recommend  the  office: 

A.  Establish  procedures  to  draw  funds  as  often  as  allowed  by  the 
state's  CMIA  agreement 

B.  Work  with  CHE  to  minimize  the  time  elapsing  between  the 
disbursement  and  deposit  of  Perkins  funds. 


Tuition  Reimbursements  ^^^^  ^^^  allows  school  districts  enrolling  students  who  are  residents  of 

another  district  to  charge  tuition  to  the  student  or,  in  some  cases,  section 
20-5-324(5),  MCA,  directs  the  district  of  residence  to  finance  the  tuition 
amount  from  the  district  tuition  fund  and  any  transportation  amount 
from  the  district  transportation  flmd.  Under  certain  circumstances,  state 
law  assigns  the  obligation  for  tuition  paid  by  a  school  district  to  the 
county  elementary  or  high  school  equalization  fund. 

Under  provisions  of  section  20-9-334,  MCA,  the  county  treasurer  pays 
the  out-of-county  tuition  from  the  account  into  which  the  33  mill 
elementary  levy  is  deposited  or  the  account  into  which  the  22  mill  high 
school  levy  is  deposited  before  the  revenues  in  these  accounts  are 
fransferred  to  the  state  as  part  of  the  BASE  funding  program.  As  a 
result  of  this  provision,  the  county  pays  the  sending  district's  tuition 
obligation  from  state  property  tax  revenues  earmarked  for  state  support 
of  schools.  For  transfer  of  students  between  districts  within  the  county, 
where  the  transfer  meets  the  same  conditions  in  the  law  governing 
transfers  outside  the  county,  the  sending  school  district's  tuition  fund 
pays  the  tuition. 
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Article  X,  Section  1,  (3)  of  the  Montana  Constitution  states  that  the 
legislature  shall  provide  a  basic  system  of  free  quality  pubUc  elementary 
and  secondary  education  and  distribute  in  an  equitable  manner  the 
state's  share  of  the  cost  of  the  basic  school  system.  By  paying  tuition 
payments  for  certain  out-of-county  students,  but  not  the  tuition  of 
students  with  similar  conditions  attending  districts  within  the  county, 
sections  20-5-324(6)  and  20-9-334,  MCA,  create  an  inequitable 
distribution  of  the  state's  share  of  basic  education  costs.  Office  records 
showed  counties  paid  $1,530,371  and  $1,440,890  in  tuition  for 
residents  attending  school  out  of  county  in  fiscal  years  1997-98  and 
1996-97,  respectively,  from  levies  collected  for  state  equalization. 

Recommendation  #3 

We  recommend  the  office  seek  legislation  to  ensure  equitable 
payment  of  tuition  for  students  attending  school  outside  of  the 
district  in  which  they  reside. 


Improper  Accounting  for 
Agency  Fund  Activity 


Generally  Accepted  Accounting  Principles  (GAAP)  and  state 
accounting  pohcy  defme  fiduciary  funds  as  funds  used  to  account  for 
assets  held  by  a  governmental  imit  in  a  trustee  capacity  or  as  an  agent 
for  others. 


Recording  Revenues  and 
Expenditures 


Section  17-1-102  (4),  MCA,  requires  all  state  agencies  to  input 
necessary  transactions  before  the  end  of  the  fiscal  year  to  present  the 
receipt,  use,  and  disposition  of  all  money  and  property  imder  the 
agency's  control  in  accordance  with  GAAP.  As  mentioned  previously. 
Agency  Funds  do  not  involve  the  measurements  of  revenue  and 
expenditure  activity.  GAAP  and  state  accounting  policy  allow  only 
assets  and  liabilities  representing  custodial  activity  to  be  presented  in  an 
Agency  Fund.  The  following  table  outlines  the  misstatements  which 
resulted  from  OPI  using  revenues  and  expenditures  in  the  Agency  Fund. 
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Table  2 

Summary  of  Agency  Fund  Misstatements 

Related  to  Revenue  and  Expenditures  Activity 


Over  (Under)  Stated 

Account 

Fiscal  Year 
1996-97 

Fiscal  Year 
1997-98 

Budgeted  Revenues  &  Transfers-In 

$       (3,831) 

Nonbudgeted  Revenues  &  Transfers-In 

44,648 

$         84,196 

Budgeted  Expenditures  &  Transfers  -Out 

(3.437) 

Nonbudgeted  Expenditures  &  Transfers-Out 

44,648 

84,196 

Prior  Year  Expenditures  &  Transfers-Out 

(395) 

Additions  to  PHIT 

40,817 

(84,196) 

Reductions  to  PHIT 

40,817 

(84,196) 

Source:      Compiled  by  the  Legislative  Audit  Division  from  the 
Statewide  Budgeting  and  Accounting  System. 


Office  personnel  indicated  they  historically  used  the  Agency  Fund  to 
record  federal  financial  assistance  either  subgranted  or  passed-through 
to  other  entities.  The  related  activity  was  recorded  as  revenues  and 
expenditures  in  order  to  separately  identify  activity  related  to  the 
specific  federal  grants.  Beginning  in  fiscal  year  1996-97,  the  office 
began  recording  subgranted  federal  funds  in  the  state  Special  Revenue 
Fund,  but  continued  to  record  the  pass-through  funds  as  revenues  and 
expenditures  in  the  Agency  Fund. 


Additions  and  Reductions 


The  office  administers  the  vocational  student  organization  accounts  as 
custodian  cash  accounts  within  the  agency  fiind.  Custodian  cash 
accounts  consist  of  moneys  held  by  the  state  as  an  agent  for  individuals 
or  organizations.  These  moneys  are  not  used  for  the  support  of  the 
agency.  State  accounting  policy  requires  the  office  to  record  the  cash 
balance  in  these  accounts  on  the  state's  accounting  records  at  year-end. 
In  addition,  the  accounting  records  must  reflect  the  total  increases  and 
total  decreases  which  occurred  in  the  accounts  during  the  fiscal  year. 
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We  determined  office  personnel  do  not  record  the  total  increases  and 
decreases  occurring  within  the  accounts  when  they  adjust  the  state's 
records  at  year-end.  This  results  in  understatements  of  Additions  and 
Reductions  to  Property  Held  in  Trust.  In  addition,  office  personnel 
removed  the  vocational  student  organization  accounts  from  the  state's 
accounting  records  because  they  understood  that  custody  of  the  accounts 
had  been  turned  over  to  the  organizations.  The  FFA  account  was 
removed  from  the  state's  accounting  records  in  fiscal  year  1996-97  and 
the  remaining  accounts  were  removed  during  fiscal  year  1997-98. 
However,  as  discussed  in  the  issue  on  page  seven  of  this  report,  office 
personnel  had  custody  of  the  FFA  and  FHA/HERO  accounts  throughout 
fiscal  years  1996-97  and  1997-98.  As  a  result,  the  accounts  and  their 
additions  and  delefions  should  have  been  recorded  by  the  state. 

The  following  table  outlines  the  misstatements  resulting  from  not 
properly  recording  the  activity  related  to  the  vocational  student 
accounts. 


Table  3 

Summary  of  Agency  Fund  Misstatements 

Related  to  Additions  and  Reductions  to  Property  Held  in  Trust 


Over  (Under)  Stated 

Account 

Fiscal  Year 
1996-97 

Fiscal  Year 
1997-98 

Beginning  Property  Held  in  Trust 

(31,708) 

(193,971) 

Additions  to  PHIT 

$   (177,714) 

$      (28,793) 

Reductions  to  PHIT 

(15,792) 

(140,434) 

Ending  Property  Held  in  Trust 

(193,971) 

(83,203) 

Source:    Compiled  by  the  Legislative  Audit  Division  from  the 
Statewide  Budgeting  and  Accounting  System. 


Office  personnel  indicated  that  a  lack  of  communication  between 
program  personnel  handling  these  accounts  and  the  accounting 
personnel  resulted  in  these  errors.  In  addition,  office  personnel  used  an 
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outdated  accounting  policy  which  directed  agencies  to  record  only  the 
net  change  in  the  custodial  cash  accounts  rather  than  the  total  increases 
and  decreases  occurring  during  the  fiscal  year. 

Recommendation  #4 

We  recommend  the  office  establish  procedures  to  ensure  Agency 

Fund  activity  is  properly  recorded  on  the  state's  accounting 

records. 


Records  Retention  ^^  office  receives  federal  financial  assistance  for  the  support  of  special 

education  and  related  services  to  students  with  disabilities  under  Part  B 
of  the  hidividuals  with  Disabilities  Education  Act  (IDEA  B).  The  ofQce 
distributes  IDEA  B  (CFDA  #84.027)  funding  to  ehgible  school  districts 
each  fiscal  year.  Federal  regulations  prohibit  school  districts  from  using 
IDEA  B  funds  to  replace  state  or  local  fiinds  spent  on  special  education. 
In  addition,  the  current  year  expenditures  for  special  education  must 
meet  or  exceed  the  prior  year's  expenditures.  Before  disbursing 
IDEA  B  funding,  the  office  reviews  school  district  compliance  with  this 
maintenance  of  effort  requirement.  As  part  of  the  determination  of 
maintenance  of  effort,  the  office  obtains  and  reviews  child  count 
information  from  school  districts.  The  school  districts  certify  to  the 
office  that  the  students  reported  in  the  child  count  meet  the  eUgibility 
requirements  for  IDEA  B. 

We  tested  the  office's  procedures  for  ensuring  school  districts  complied 
with  the  maintenance  of  effort  requirements.  During  our  review,  we 
requested  the  school  district  child  count  certifications  for  1993  through 
1996.  Office  staff  were  unable  to  locate  these  documents  to  support  the 
maintenance  of  effort  determinations. 

Section  2-6-2 1 2,  MCA,  requires  that  state  agencies  retain  public  records 
according  to  schedules  approved  by  the  state  records  committee.  State 
policy  requires  retention  of  records  relating  to  grants  for  five  years. 
Federal  regulations  require  the  office  to  retain  all  fmancial  and  program 
related  records  for  three  years  after  its  fmal  expenditure  report  is 
submitted  for  the  related  award  period.  By  not  maintaining  the  child 
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count  certifications,  the  office  is  in  non-compliance  with  state  and 
federal  records  retention  requirements.  Office  staff  should  estabhsh 
procedures  to  ensure  all  required  records  are  retained  in  accordance  with 
state  and  federal  records  retention  requirements. 


Recommendation  #5 

We  recommend  the  office  establish  procedures  to  ensure 

compliance  with  applicable  records  retention  requirements. 
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LEGISLATIVE  AUDIT  DIVISION 

Scott  A.  Seacat,  Legislative  Auditor  /^^^^^3\  Deputy  Legislative  Auditors: 

John  W.  Northey,  Legal  Counsel  yj^^ggg^yj  Jim  Pellegrini,  Performance  Audit 

Tori  Hunihausen,  IT  &  Operations  Manager  ^^^^^^MJ  James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Schedules  of  Changes  in  Fund  Balances  &  Property  Held  in  Trust, 
Schedules  of  Total  Revenues  &  Transfers-In,  and  Schedules  of  Total  Expenditures  &  Transfers-Out  of  the 
Office  of  Public  Instruction  for  each  of  the  fiscal  years  ended  June  30,  1997  and  1998.  The  information 
contained  in  these  fmancial  schedules  is  the  responsibilitv'  of  the  office's  management.  Our  responsibility  is 
to  express  an  opinion  on  these  fmancial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards  require 
that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  fmancial  schedules  are 
free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the  amoimts 
and  disclosure  in  the  fmancial  schedules.  An  audit  also  includes  assessing  the  accounting  principles  used  and 
significant  estimates  made  by  management,  as  well  as  evaluating  the  overall  fmancial  schedule  presentation. 
We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  described  in  note  I .  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting  other 
than  generally  accepted  accountmg  principles.  The  schedules  are  not  intended  to  be  a  complete  presentation 
and  disclosure  of  the  office's  assets  and  liabilities. 

In  our  opinion,  the  fmancial  schedules  referred  to  above  present  fairly,  in  all  material  respects,  the  results  of 
operations  and  changes  in  fund  balances  of  the  Office  of  Public  Instruction  for  each  of  the  fiscal  years  ended 
June  30,  1997  and  1998,  in  conformity  with  the  basis  of  accounting  described  in  note  I. 

Respectfully  submitted, 


James  Gillett,  CPA 
Deputv  Legislative  Auditor 


December  18.  1998 
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OFFICE  OF  PUBLIC  INSTRUCTION 

SCHEDULE  OF  TOTAL  EXPENDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1998 


PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  OBJECT 

Personal  Services 
Salaries 

Other  Compensation 
Employee  Benefits 
Personal  Services-Other 
Total 

Operating  Expenses 
Other  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 
Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 

Equipment  &  Intangible  Assets 
Equipment 
Total 

Local  Assistance 
From  State  Sources 
Total 

Grants 
From  State  Sources 
From  Federal  Sources 
Total 

Debt  Service 
Bonds 
Total 

Total  Program  Expenditures  &  Transfers-Out 

PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 

General  Fund 
Special  Revenue  Fund 
Internal  Service  Fund 
Agency  Fund 
Total  Program  Expenditures  &  Transfers-Out 

Less:       Nonbudgeted  Expenditures  &  Transfers-Out 

Prior  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out 

Budget  Authority 
Unspent  Budget  Authority 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

General  Fund 
Special  Revenue  Fund 
Internal  Service  Fund 
Agency  Fund 
Unspent  Budget  Authority 


OPI 

Distribution  To 

Administration 

Public  Schools 

Total 

3.921 ,883 

$ 

3,921 ,883 

250 

250 

979,038 

979,038 

19,081 

19,081 

4,920,252 

4,920,252 

1,980,740 

$                   28,b/3 

2,009,313 

642,664 

642,664 

308,999 

308,999 

546,855 

1,287 

548,142 

158,512 

158,512 

25,837 

25,837 

55,339 

55,339 

1,725,778 

80,623 

1,806,401 

5,444,724 


50,003 


50,003 


13,788 


13,788 


12,901 


12,901 


10,441,668 


3,843,415 
5,393,863 
1 ,204,390 


10,441,668 


100,471 
(11,491) 


10,352,688 

12,324,650 

1 ,971 ,962 


110,483 


475,046,81 1 
475,046,81 1 


676,039 
61,701,561 
62,377,600 


537,534,894 


474,778,651 
62,672,047 

84,196 
537,534,894 

84,959 

(1,102,942) 

538,552,877 

658,767,342 


5,555,207 


50,003 


50,003 


475,060,599 
475,060,599 


676,039 
61 ,701 ,561 
62,377,600 


12,901 
12,901 


547.976,562 


478,622,066 

68,065.910 

1 ,204,390 

84,196 

547,976,562 

185,430 

(1,114,433) 

548,905,565 

671 ,091 ,992 


120,214,465       $  122,186,427 


148,577 

$ 

48,469,308 

$ 

48,617,885 

1 ,746,966 

69,097,161 

70,844,127 

76,419 

2,647,996 

76,419 
2,647,996 

1 ,971 ,962       $ 


120,214,465        $ 


122,186,427 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System 

Additional  information  is  provided  In  the  notes  to  the  financial  schedules  beginning  on  page  A-1 1 
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OFFICE  OF  PUBLIC  INSTRUCTION 

SCHEDULE  OF  TOTAL  EXPENDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1997 


PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  OBJECT 

Personal  Services 
Salaries 

Other  Compensation 
Employee  Benefits 
Personal  Services-Other 
Total 

Operating  Expenses 
Other  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 
Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 

Equipment  &  Intangible  Assets 
Equipment 
Intangible  Assets 
Total 

Local  Assistance 
From  State  Sources 
Total 

Grants 

From  State  Sources 
From  Federal  Sources 
Total 

Transfers 
Accounting  Entity  Transfers 
Total 

Total  Program  Expenditures  &  Transfers-Out  $ 

PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 

General  Fund  $ 

Special  Revenue  Fund 
Internal  Service  Fund 
Agency  Fund 
Total  Program  Expenditures  &  Transfers-Out 

Less:       Nonbudgeted  Expenditures  &  Transfers-Out 

Prior  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out 

Budget  Authority 
Unspent  Budget  Authority  $ 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

General  Fund  $ 

Special  Revenue  Fund 
Internal  Service  Fund 
Agency  Fund 
Unspent  Budget  Authority  $ 


OPI 

Distribution  To 

Administration 

Public  Schools 

Total 

3,728,410 

$ 

3,728,410 

300 

300 

919,968 

919,968 

8,897 

8,897 

4,657,575 

4,657,575 

1,952,127 

$                    8,500 

1,960,627 

254,694 

254,694 

328,012 

328,012 

435,175 

435,175 

215,612 

215,612 

14,138 

14,138 

51 ,200 

51,200 

995,237 

36,148 

1,031,385 

4,246,195 

282,526 
42,351 

324,877 

14,270 

14,270 

44,648 


459,456,369 
459,456,369 


1,919,614 
58,540,610 
60,460,224 


424,818 


424,818 


9,667,735   $    519,961,241    $ 


3,799,032 
4,862,507 
1,006,196 


9,667,735 

104,385 
19,873 


9,543,477 
11,909,574 


2,366,097   $ 


460,378,032    $ 
59,542,392 

40,817 
519,961,241 

44,648 

37,720 
519,878,873 
534,459,298 
14,580,425   $ 


4,290,843 


282,526 
42,351 


324,877 


459,470,639 
459,470,639 


1,919,614 
58,540,610 
60,460,224 


424,818 
424,818 


529,628,976 


464,177,064 

64,404,899 

1,006,196 

40,817 

529,628,976 

149,033 

57,593 

529,422,350 

546,368,872 

16,946,522 


68,565 

$ 

7,362,643 

$ 

7,431,208 

:,201,112 

4,569,709 

6,770,821 

96,420 

2,648,073 

96,420 
2,648,073 

2,366,097 


$ 


14,580,425        $ 


16,946,522 


This  schedule  is  prepared  from  the  Statev\/ide  Budgeting  and  Accounting  System 

Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-1 1 
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Summary  of  Significant 
Accounting  Policies 

Basis  of  Accounting 


Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1998 


The  office  uses  the  modified  accrual  basis  of  accounting,  as  defmed  by 
state  accounting  pohcy  for  its  Governmental  and  Agenc>'  Funds.  In 
applying  the  modified  accrual  basis,  the  office  records: 


Revenues  when  it  receives  cash  or  when  receipts  are  measurable 
and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department  incurs  the 
related  liabilitv'  and  it  is  measurable,  with  the  exception  of  the  cost 
of  employees'  annual  and  sick  leave.  State  accounting  policy 
requires  the  office  to  record  the  cost  of  employees'  annual  leave  and 
sick  leave  when  used  or  paid. 

The  office  uses  accrual  basis  accounting  for  its  Proprietary  Fund.  Under 
the  accrual  basis,  as  defmed  by  state  accounting  policy,  the  office 
records  revenues  in  the  accounting  period  earned  when  measurable  and 
records  expenses  m  the  period  mcurred  when  measurable. 

Expenditures  and  expenses  may  include  entire  budgeted  service 
contracts  even  though  the  office  receives  the  services  in  a  subsequent 
fiscal  year,  goods  ordered  with  a  purchase  order  before  fiscal  year-end, 
but  not  received  as  of  fiscal  year-end,  and  equipment  ordered  with  a 
purchase  order  before  fiscal  year-end. 


Basis  of  Presentation 


The  fmancial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  fmancial  schedules  are  prepared 
fi-om  the  transactions  posted  to  the  Statewide  Budgetmg  and  Accounting 
System  without  adjustment. 


Accounts  are  organized  in  funds  accordmg  to  state  law.  The  office  uses 
the  following  funds: 
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Notes  to  the  Financial  Schedules 


Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific  revenue 
sources  legally  restncted  to  expenditures  for  specific  purposes.  Office 
Special  Revenue  Funds  mclude  school  lunch,  traffic  and  safety 
education,  and  advanced  driver's  education. 


Proprietary  Funds 


Internal  Service  Fund  -  to  account  for  providing  goods  or  services  to 
other  agencies  or  departments  on  a  cost-reimbursement  basis.  The  OPI 
indirect  cost  pool  is  accounted  for  in  the  office's  Internal  Service  Fund. 


Fiduciary  Funds 


Agency  Fund  -  to  account  for  assets  held  by  the  state  in  a  trustee 
capacity  or  as  an  agent  for  individuals,  private  organizations,  other 
governments  or  other  fiinds.  The  office  uses  the  Agency  Fund  to 
account  for  pass-through  federal  fmancial  assistance  and  custodial  cash 
accounts  held  on  behalf  of  student  vocational  education  orgamzations. 


General  Fund  Balance 


The  negative  fiind  balance  in  the  General  Fund  does  not  indicate 
overspent  appropriation  authority.  Each  agency  does  not  have  a 
separate  General  Fund  since  its  only  authority  is  to  pay  obligations  from 
the  statewide  General  Fund  within  its  appropriation  limits.  Each  agency 
records  cash  or  other  assets  from  the  statewide  fund  when  it  pays 
General  Fund  obligations.  The  office's  outstanding  liabilities  exceed  the 
assets  the  agency  has  placed  in  the  fund,  resulting  in  negative  endmg 
General  Fund  balances  for  each  of  the  two  fiscal  years  ended  June  30, 
1997  and  June  30,  1998. 


Commodities 


The  office  had  custody  of  $235,450  of  food  commodities  inventory  at 
June  30,  1998.  OPI  distnbuted  food  commodities  valued  at  $2,220,146 
and  $2,132,592  to  school  districts  duruig  fiscal  years  1996-97  and 
1997-98.  respectively.  The  value  of  food  commodities  handled  is  not 
recorded  on  the  state's  accounting  records. 
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Notes  to  the  Financial  Scliedules 


Cash  Transfers 


Cash  transfers  represent  moneys  collected  by  other  state  agencies  on 
behalf  of  OPI.  Moneys  made  available  from  the  state  General  Fund  for 
K-12  Base  Aid,  Guaranteed  Tax  Base  (GTB)  Aid,  Retirement  GTB 
Aid,  and  Transportation  support  to  schools  is  recorded  as  Cash 
Transfers  fri. 


hi  addition,  a  portion  of  the  fees  collected  by  the  Department  of  Justice 
for  driver's  licenses  and  duplicated  licenses,  motorcycle  endorsements, 
and  motorcycle  registrations  are  made  available  to  OPI  for  distribution 
to  schools  for  traffic  and  safety'  education.  These  Cash  Transfers  In  are 
recorded  in  the  Special  Revenue  Fund. 

The  following  outlines  the  Cash  Transfers-In  for  OPI  for  fiscal  years 
1996-97  and  1997-98: 


General  Fund 
Special  Revenue  Fund 


Fiscal  Year 
1996-97 
$463,797,667 
1,160,681 


Fiscal  Year 
1997-98 
$478,172,484 
1,248,382 


5.        Prior  Year  Expenditure 
Adjustments 


The  office  distributes  federal  fmancial  assistance  to  school  districts  in 
the  state.  When  a  school  district  has  unused  assistance  at  the  end  of  a 
grant  project,  the  excess  funds  are  returned  to  the  office.  The  office 
records  these  refunds  as  Prior  Year  Expenditure  Adjustments  in  the 
Special  Revenue  Fund. 


6.        Continuing  Revenue 
Estimates  and  Negative 
Estimated  Revenues  and 
Transfers  In 


The  office  administers  several  federal  financial  assistance  programs 
with  a  duration  in  excess  of  one  year.  In  order  to  adequately  identify  the 
total  revenue  received  to  date  for  each  grant,  the  office  uses  revenue 
estimates  that  extend  over  the  life  of  the  grant.  As  a  result,  the  Schedule 
of  Total  Revenues  and  Transfers  In  routinely  shows  actual  collections 
being  significantly  less  than  what  has  been  estimated. 


The  Schedule  of  Total  Revenues  and  Transfers  In  for  the  fiscal  year 
ended  June  30,  1997,  shows  a  negative  estimated  revenues  and 
Transfers-In  in  the  Agency  Fund.  The  office  recorded  pass-through 
grant  funds  m  the  Agency  Fund  in  fiscal  year  1995-96.  Some  of  the 
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Notes  to  the  Financial  Schedules 


revenue  estimates  related  to  that  activity  continued  into  fiscal  years 
1996-97.  The  negative  estimated  revenues  indicate  collections  prior  to 
fiscal  vear  1996-97  exceeded  the  original  estimate.  Beginmng  m  fiscal 
year  1997-98,  the  office  began  recording  pass-through  grant  activity  in 
the  Special  Revenue  Fund. 
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OFFICE  OF  PUBLIC  INSTRUCTION 

PO  BOX  202501  Nancy  Keenan 
HELENA  MT  59620-2501 
(406)  444-3680 


Superintendent 


March  18,  1999 


TO  THE  LEGISLATIVE  AUDIT  COMMITTEE 
OF  THE  MONTANA  STATE  LEGISLATURE 

Following  is  our  response  to  recommendations  contained  in  the  Office  of  Public  Instruction's 
(OPI)  1 997- 1 998  audit  report. 

Vocational  Student  Organizations  and  Custodial  Cash  Accounts  -  We  recommend  the  office: 

A.  Work  with  the  Department  of  Administration  to  ensure  vocational  student  organization 
financial  activity  is  properly  classified  on  the  state's  accounting  records. 

B.  Ensure  the  activity  is  placed  within  the  office's  accounting  and  administrative  control 
structure. 

C.  Ensure  the  DECA,  BPA,  and  VICA  accounts  are  in  the  custody  of  the  appropriate  entity. 
OPI  response: 

A.  We  concur.  OPI  staff  will  meet  with  the  Department  of  Administration  Accounting 
Division  to  determine  the  proper  accounting  classification  for  moneys  belonging  to 
vocational  student  organizations. 

B.  We  concur.  Vocational  student  organization  monies  for  which  OPI  is  accountable  will  be 
subject  to  the  office's  accounting  and  administrative  controls. 

C.  We  concur.  OPI  staff  will  meet  with  the  executive  boards  of  DECA,  BPA,  and  VICA  to 
review  the  office's  relationship  with  the  organization  and  ensure  that  control  of  the 
financial  activity  for  the  organization  should  remain  with  the  executive  board.  In  doing 
so,  organization  by-laws  and  charters  will  be  reviewed.  We  will  also  review  position 
descriptions  for  the  Industrial  and  Technology  Education  and  Business  Office/Marketing 
specialist  positions  to  ensure  they  do  not  contain  language  regarding  any  financial 
activity  for  VICA,  DECA,  and  BPA. 
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OPI  Cash  Draws  -  We  recommend  the  office: 

A.  Establish  procedures  to  draw  funds  as  often  as  allowed  by  the  state's  CMIA  agreement. 

B.  Work  with  CHE  to  minimize  the  time  elapsing  between  the  disbursement  and  deposit  of 
Perkins  fiinds. 

OPI  response: 

A.  We  concur.  OPI  staff  have  met  with  Department  of  Administration  staff  responsible  for 
negotiating  the  state's  CMIA  agreement  and  asked  that  the  agreement  be  updated  to 
reflect  changes  in  our  business  process,  including  the  recent  implementation  of  electronic 
funds  transfer  for  all  payments  to  schools.  OPI  will  draw  cash  in  accordance  with  the 
state's  CMIA  agreement  as  it  is  finally  approved.  Also,  we  are  in  the  process  of  filling 
the  position  responsible  for  managing  our  cash  draws  and,  to  ensure  that  funds  are 
requested  on  a  timely  basis,  have  increased  the  posifion  ft-om  half-time  to  full-time. 

B.  We  concur.  OPI  will  ask  that  CHE  allow  Carl  Perkins  cash  to  be  drawn  on  the  same 
schedule  used  to  draw  cash  for  our  other  federal  programs. 

Tuition  Reimbursements  -  We  recommend  the  office  seek  legislation  to  ensure  equitable 
payment  of  tuition  for  students  attending  school  outside  of  the  district  in  which  they  reside. 

OPI  response:  Both  the  1997  and  1999  Legislatures  have  considered  bills  amending 
statutory  provisions  for  payment  of  tuition  for  out-of-county  students.  Upon  request,  our 
office  will  continue  to  provide  information  and  assistance  to  the  Legislature  as  they 
deliberate  this  important  policy  question. 

Accounting  for  Agency  Fund  Activity  -  We  recommend  the  office  establish  procedures  to  ensure 
Agency  Fund  activity  is  properly  recorded  on  the  state's  accounting  records. 

OPI  response:  Partially  concur. 

Recording  Revenues  and  Expenditures  -  National  Council  on  Government  Accounting 
Statement  2  (NCGA-2)  says  ". .  .it  may  be  necessary  or  desirable  to  record  grant, 
entitlement  and  shared  revenue  transactions  in  an  Agency  Fund  in  order  to  provide  an 
audit  trail  and/or  to  facilitate  the  preparation  of  special  purpose  financial  statements.  The 
transactions  are  recorded  as  they  occur  in  the  Agency  Fund  utilizing  "memoranda" 
revenue  and  expenditure  accounts. . .  The  Agency  Fund  memoranda  accounts  are  not 
reported  as  operating  accounts  [emphasis  added]." 

Accordingly,  we  agree  that  Agency  Fund  revenue  and  expenditure  activity  should  not  be 
reported  in  financial  statements  prepared  for  this  office  by  the  Legislative  Auditors 
Office,  but  do  not  agree  that  use  of  revenue  and  expenditure  accounts  in  the  Agency  Fund 
misstates  the  office's  accounting  records. 
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Additions  and  Reductions  -  Accumulated  increases  and  decreases  in  custodian  cash 
accounts  will  be  recorded  as  required  by  state  accounting  policy  using  memoranda 
revenue  and  expenditure  accounts. 

Records  Retention  -  We  recommend  the  office  establish  procedures  to  ensure  compliance  with 
applicable  records  retention  requirements. 

OPI  response:  We  concur.  Staff  in  the  Division  of  Special  Education  have  established  a 
policy  to  maintain  "Statement  of  Assurances,  IDEA  Part  B  child  count  Verification 
Forms  for  a  period  of  five  years  in  accordance  with  applicable  record  retention 
requirements.  Child  count  verification  forms  will  be  maintained  at  the  Division  of 
Special  Education. 

Sincerely, 


WM.  M.  'BILL'  COOPER 
Deputy  Superintendent 
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